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FISCAL IMPACT STATEMENT
LS 6992 NOTE PREPARED: Feb 13, 2003

BILL NUMBER: HB 1219 BILL AMENDED: Feb 10, 2003

SUBJECT: Provisional Tax Billsand Emergency Borrowing.

FIRST AUTHOR: Rep. Kuzman BILL STATUS: CR Adopted - 1* House
FIRST SPONSOR:
FUNDSAFFECTED: X GENERAL IMPACT: State & Local
X DEDICATED
FEDERAL

Summary of L egislation: (Amended) Thishill permitsthe department of local government financeto adopt
emergency rules. It changes the maximum amount of a temporary tax anticipation loan for school
corporations and townships. The bill alows the governing board of a school corporation to determine that
an emergency existsthat requiresextension of the maturity date of atemporary loan. Thebill aso establishes
temporary provisional property tax billing proceduresfor acounty in which the general reassessment is not
completed by the statutory completion date.

Effective Date: Upon passage.

Explanation of State Expenditures: (Revised) School Loans: The state would not pay property tax
replacement credits or homestead credits on the levy for the fund established by this hill.

Explanation of State Revenues:

Explanation of L ocal Expenditures: School Loans; Under current law school corporations may borrow
money in the form of temporary loans for cash flow purposes in anticipation of state tuition support and
property tax distributions to be received in June and December. The loan principal may not exceed 80% of
the taxes and tuition support to be collected in the six-month period and must be repaid before June 30 or
before December 31 of the same year.

Thisbill would change the maximum |oan amount from 80% of revenues to the highest estimated cash flow
deficit for the period plus 5% of the budget for the fund receiving theloan. In actuality, the current loans are
limited to the lesser of 80% of revenues or the highest estimated cash flow deficit for the period. So thishill
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would (1) remove the 80% of revenue limitation and (2) allow an additional principal amount equal to 5%
of the budget.

In addition, thisbill would allow school corporationsto extend the due date of atemporary |oan by up to six
months if an emergency exists. During ayear of reassessment, the June distribution of property taxes may
be made late. In the case of the current reassessment, some December settlements could also be made | ate.
If asettlement is late, the school might not have the revenue to repay a temporary loan on the current due
date.

Theincreasein the borrowing capacity and extension of maturity datescouldincreaseinterest payments. The
interest onloanscan be paid from the school debt servicefund. During the 2001 calendar year, school srepaid
temporary loanstotaling $486.6 M between July and December of 2001 and temporary loanstotaling $57.6
M between January and June 2001. The interest paid on the temporary loans was $21.1 M. During the last
reassessment, the temporary loans schoolsrepaid increased by 23.4%: from $543.5M in CY 1995t0 $721.3
M in CY 1996.

Township Loans: Townshipsmay also borrow money in the form of temporary loansfor cash flow purposes
in anticipation of revenuesto be received during the year. The principal of these loans may not exceed 50%
of all revenue to be collected during the rest of the year.

Thisbill would change the maximum loan amount from 50% of revenuesto the highest estimated cash flow
deficit for the year plus 5% of the budget for the fund receiving the loan. This provision would (1) remove
the 50% of revenue limitation and (2) allow an additional principal amount equal to 5% of the budget. The
increase in the borrowing capacity could increase interest payments.

Provisional Tax Statements: If acounty that will have late property tax billingsin 2003 or 2004 electsto use
provisional statements, the distributions to local units and school corporations could be made on a more
timely manner. On-time distributions could reduce or eliminate the need for any short-term debt that units
may otherwise need to assume for cash flow, and could consequently reduce interest payments.

Counties that choose to send provisional statements would incur additional administrative costs. At a
mi nimum, these countieswould haveadditional computer programming coststo estimatethetax dueandthen
later to reconcile the estimates with the actual liahilities. A county would also face additional processing,
printing, and mailing costsfor reconciling statementsif the county choosesto send the statements separately
instead of combining themwith thefollowing year’ sregular tax statement. Sinceit would be up to the county
treasurer to make the election to send provisional statements, the treasurer would decide if it is a cost-
effective measure or not.

Explanation of L ocal Revenues: (Revised) Provisional Tax Statements: Currently, property tax hills are
sent out in March or April with two equal payments due on May 10 and November 10 of ayear. Tax bills
must be sent at least 15 days beforethefirst due date. Asaresult of the ongoing work to completethe current
reassessment, many counties will not be able to send tax bills out in atimely manner in 2003 and possibly
2004, the result being later payment of property taxes and later distributions to local units and school
corporations in 2003 and possibly 2004.

This bill would allow county treasurers to send provisional tax statements in 2003 and 2004 if the county
auditor does not deliver the abstract to the county treasurer by March 16 of the same year. Provisional tax
statements in 2003 would be based on 95% of the taxpayer’ s 2002 property tax liability or on the county
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treasurer’ s estimate of 2003 taxesif there was no liability in 2002 or if the physical characteristics as of the
2002 assessment date have substantially changed since the 2001 assessment date. Provisional tax statements
in 2004 would be based on the taxpayer’ s 2003 property tax liability.

Property taxesthat are billed on aprovisional statement in 2003 would be dueintwo equal paymentson June
15 and November 10, 2003. The county treasurer would send a reconciling statement to each taxpayer after
the abstract isreceived and final taxes are calculated. The reconciling statement for 2003 may be combined
with thetax billing for 2004. If the amount paid on the provisional statement islessthat thefinal tax bill, the
taxpayer would have 75 daysto pay the difference. Overpayments of lessthan $100 would be credited to the
following year’ stax bill. A taxpayer may elect to receive acredit or file for arefund of an overpayment that
exceeds $100. No interest would be paid on any overpayment amount whether used as a credit or refunded.

Property taxesthat are billed on aprovisional statement in 2004 would be based on ataxpayer’ s 2003 actual
or estimated tax liability and would be due in two equal payments on May 10 and November 10, 2004.
Otherwise, the procedures for 2004 statements are the same as for provisional statements mailed in 2003.

Thebill addsthat tax amountsthat are collected on reconciling statementsin thefollowing year do not count
towards that later year’s 102% levy collection limitation. Hence, the late timing of the paymentswould not
trigger the limitation meant for current year collections.

State Agencies Affected: Department of Local Government Finance; State Board of Accounts.

L ocal Agencies Affected: Local governmental units; School corporations.

Information Sour ces: Department of Education Databases.

Fiscal Analyst: Bob Sigalow, 317-232-9859
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